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AWWA MANUAL

Dedicated-Capacity
Charges

For some water utilities, j¢ may be kppropriate 10 jnclude some form of dedicated-capacity
charge as part of their tota] rates and charges program, This type of charge is institated 1o
ensure that the utility will recover, from those for whom 4 significant portion of the 1otal
utility-plant facilities capacity has beey dedicared, the ongoing custs associated with this
capacity. Two types of dcdicmd-capacity charges are the availability charge and the
demand contract chargs,

In this manual, the term avaslability charge describes g charge made w recover capital-
related custs and other ongoing costs incurred by ¢ utility when it is constructing facilities for
the benefit of potential future Customers. When used, the charge is normully part of the
utility’s general water-rate structure, It is made only berween the fime service ia first made
available to & potcniial customer and the time service zctually goes into effect. Thereafter,
the normal water-rate structure takes over and the availability charge is termingted.

The justification for an availebility charge is that the urility incurs & number of costs

property although, for some reason, the service is not being used,

The major need for an availability charge is in pew water systetns in which the
immediate contiected-customer base is syall but where a certajn tninimum leve] of revenue
i8 necessary ro make the installarion of g water $ystem financially feasible. There may be
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DEMAND

Even In those situations where the utlity has an effective program for customer
contribution of capital covering mains and other Jocal facilities, the utility can incur fixed
costs and other costs for backup facilities, These costs should be shared berween existing
custorness and those noncustomer property awners who may derive benefits from the
facilities. An example would be an investment in water utility facilities that are built to meet
che demand of & large, new land development. Often u developer will lay out all of the lots,
and the utility will build facilities to meet the water-supply needs for the total area to be
developed. Thus, the plant has been designed and built with the capacity to meet the needs
of all potential customers. Costs initially incurred will be substantially higher than would be
required for the initial connected-customer base, This happens cven when all of the mains or
other local facilities have been paid for by the developer. The ongoing costs of the reserve
capacity can be recovered through an availability charge, In this way, all property owners
who benefit continuously pay their share of the costs. Although an svailability charge has
had only limited usc in the industry, it can be an effective element in a rate schedule.

Another application of the availabilicy charge would be in a sitvation where 8 utility
folds most of the cost of public fire service into its general water-service rates, Property
owners near to, but nat connected to, the mains may also benefit from the availability of
public fire service; however, these property owner technically are not customers. An
availability charge could be uged so that they pay their share of the benefit received from
public fire-protection service.

There are statutes in some states concerning the use of availability charges, and it is
advisable to become familiar with these statutes as well as any legal precedents or laws that
could affect the use of these charges, Regulated utilities should also research the policies and
requirements of their regulatory agency in the use of availability charges.

In establishing the form of and amount of an availabitity charge, the first step is to
AR~ e n 4 % ae o on bm tantindad i the sharee. Cnsts thould
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for the charge. Table 1-1 lists an equivalent-customer basis. Bases other than the equivalent-
customer basis could be used for establishing unit charges.

The actual ennual cost far a particular utility would be used in developing its cost data
and resulting charge. For investor-owned utilities, depreciation expense, return on retc
base, and all applicable taxes would be part of the cost to be recovered.

CONTRACT CHARGE

PAGE 86

The fized costs for the base- and the extra-capacity requirements of 4 water system are
allocated to the various cost compunents, and general water-use rates gre designed n recover
these costs. This concept is described in AWWA Manual M1, under the section
«“Distribution of Costs to Custemer Classes: Base—Extra Capacity Method.” As a general

Table 1-1 Example Calculation of Availabllity Charge

Totat investment by the utility in plant facilities 10 be ncluded in availability charge $430 000
. Anaual costs
Debi service 45 000
Payment in Heu of tayet 30 000
Projected annual cost for inspection, billing, and certain opersrion ind maintenance expenses 45 000
$120 000
Monthly charge based on 2000 equivalent potential cugtamary $5.00

*Rased on government-owned utlity.
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